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Proclamation 
WHEREAS: The Minnesota Legislature adjourned without com- 

pleting action on certain bills relating to budget, 
revenues, farm security loan guarantees and other 
matters affecting the health, safety and welfare of 
Minnesota citizens; and 

WHEREAS: The people of Minnesota are best served by an order— 
1y conclusion of legislative business, with a limited 
agenda and prior agreement on laws to be enacted; 
and 

WHEREAS: Article IV, Section 12 of the Constitution of the 
State of Minnesota provides that a special session 
of the Legislature may be called on extraordinary 
occasions; and 

WHEREAS: Elected leaders,of the Legislature have agreed on an 
agenda and procedures to complete a special ses- 
sion in the shortest time possible. 

NOW, THEREFORE, I, Rudy Perpich, Governor of the State of 
Minnesota, do hereby summon you, members of the Legislature, 
to convene in Special Session on Wednesday, April 2, 1986, at 
12 o’c1ock noon on that day, in the Capitol in Saint Paul, Minne- 
sota. 

IN WITNESS WHEREOF, I have 
hereunto set my hand and caused 
the Great Seal of the State of 
Minnesota to be affixed at the 
State Capitol this first day of April 
in the year of our Lord one thou- 
sand nine hundred and eighty- 
six, and of the State the one 
hundred—twenty-seventh. 

JOAN ANDERSON GROWE RUDY PERPICH 
SECRETARY OF STATE GOVERNOR



SESSIONS LAWS 

of the 

STATE OF MINNESOTA 
ENACTED BY THE SEVENTY—FOURTH LEGISLATURE 

AT THE 1986 FIRST SPECIAL SESSION 
APRIL 2, 1986 

CHAPTER 1—H.F.N 0. 1 

An act relating to government in this state; updating the income tax law to conform 
with federal tax law changes; ma/cing administrative and technical changes in the income 
tax law; providing for direct payments of fire and police state aids; requiring a one-year sales 
ratio study; changing dates for payments of certain state aids; delaying date for payment of 
second half taxes on agricultural property; authorizing reciprocal agreements with other 
states regarding interstate vehicles; requiring a report on the sales ratio study; eliminating a 
durational restriction on a special levy in Clearwater county; providing for delay of certain

' 

aid payments and altering computations; adjusting the computation and payment of local 
government aids; expanding tax clearance authority; expanding tax collection authority of 
the department of revenue; authorizing the department to file tax liens against homestead 
property; increasing the rate of interest to be paid on tax refunds; changing times for 
payment of certain taxes on liquor, cigarettes, tobacco products, and insurance premiums,- 
imposing certain requirements on liquor wholesalers; altering enterprise zone provisions; 
providing for certain examinations; delaying transfer of motor vehicle excise taxes; reinstat- 
ing the bottle tax: reducing the ethanol credit and providing payments to ethanol producers; 
adjusting income and asset criteria for recipients of medical assistance; repealing the provi- 
sion for suspension of income tax indexing; making technical changes in property tax and 
other miscellaneous tax laws; transferring certain positions within the department of natural 
resources; establishing priorities for expenditure of additional revenues; reducing certain 
appropriations for education with certain conditions; adjusting complements; setting the 
foundation formula allowance and the amount to be raised by the basic maintenance mill 
rate; altering certain education aid and levy formulas and requirements; authorizing levies in 
certain school districts; making changes in certain pension, retirement, and social security 

Changes or additions are indicated by underline, deletions by s«t-2=ileeeu%. 

1109



Ch. 1 LAWS of MINNESOTA for 1986 1110 
FIRST SPECIAL SESSION 

provisions; limiting eligibility for school bus driver endorsements; providing for insurance 
coverage, expense allowances, board duties, oflice location, class days, building construction, 
approval on certain capital improvements involving certain post-secondary education sys- 
tems; providing for community emergency response hazardous substance protection; transfer- 
ring certain funds between agencies; requiring certain studies and reports; imposing penalties; 
appropriating money; amending Minnesota Statutes 1984, sections 15.38, subdivision 3; 

60A.15, subdivision 2; 60A.17, by adding a subdivision; 69.021, subdivisions 4, 5, 7, and 9; 
69.031, subdivision 3; 69.54; 82.22, subdivision 3; 82.27, by adding a subdivision; 121.901, 
subdivision 2; 123.71, subdivision 1; 124.195, subdivisions 3, 5, and by adding a subdivision; 
124.32, subdivision Ic; 124.573, subdivision 3; 124.71, subdivision 2; 136.14; 148.10, by 
adding a subdivision; 150A.08, by adding a subdivision; 162.06, subdivision 1; 162.12, subdi- 
vision 1; 270.12, subdivision 2; 270.69, by adding a subdivision; 270.72, subdivisions 1, 2, 

and 3; 270A.03, subdivision 5; 273.072, subdivision 1; 273.1391, subdivision 3; 275.125, 

subdivision 9, and by adding a subdivision; 276.09; 276.10; 276.11; 27803; 279.01, as 

amended; 290.067, subdivision 2; 290.281, subdivision 5; 290.34, subdivision 2; 290.36; 

290.50, subdivision 3; 290.53, subdivision 2; 290.56, subdivision 3; 290.61; 290A.03, subdivi- 

sion 8; 296.16, subdivision 1; 296.17, subdivision 6, and by adding a subdivision; 297.07, 
subdivisions 1 and 4; 297.23, subdivision 1; 297.35, subdivisions 5 and 8; 297A.27, by adding 
a subdivision; 297A.43; 297B.09, subdivision 2; 298.24, subdivision 1; 29917.21; 326.20, by 
addingla subdivision; 364.09; and.477A.0I5; Minnesota Statutes 1985 Supplement, sections 
I5A.08I, subdivision 8; 16A.15, subdivisions 1 and 6; 164.1541; 60/1.17, subdivision Ia; 

69.031, subdivision 1; 116C.63, subdivision 4; 121.904, subdivision 4c; 124.155, subdivision 

2; 124.17, subdivision Ia; 124.195, subdivision 1]; 124.2131, subdivision 3; 124.2161, subdi- 

vision 6; 124.2162, subdivision 2; 124.2163, subdivision 2; 124.225, subdivisions 7b and 10; 
124.245, subdivisions 1 and 3; 124.271, subdivision 2b; 124.573, subdivision 2; 124A.02, 

subdivisions 9 and 15; 124A.03, subdivision 1a; 12919.38, subdivision 1; 136C.07, subdivision 
5a; 136C.35; 147.021, by adding a subdivision; 256B.06, subdivision 1; 270.063; 270.69, 
subdivisions 2, 3, and 4; 270.76; 270.77; 273.11, subdivision 8; 273.124, subdivisions 6, 8, 9, 

10, »II, and by adding a subdivision; 273.13, subdivisions 15a, 26, 28, and 30; 273.1314, 
subdivisions 6 and 16a, as amended; 273.136; 273.42, subdivision 2; 274.19, subdivisions 1 

and 8; 275.125, subdivisions 8, I Ia, and 11c; 278. 05, subdivision 5; 279.06; 287.12; 287.29, 
subdivision 1; 290.01, subdivision 20; 290.06, subdivision 3g; 290.068, subdivision 3; 290:079, 

subdivision 1; 290.089, subdivision 3; 290.09, subdivision 7; 290.091, subdivision 2; 290.095, 

subdivisions 9 and 11; 290.10; 290.12, subdivision 2; 290.13, subdivision 1; 290.132, subdivi- 
sion 1; 290.14; 290.16, subdivisions 7 and 15; 290.17, subdivision 2; 290.21, subdivisions 4 
and 8; 290.41, subdivision 1; 290.92, subdivision 2a; 290.93, subdivision 10; 290A.03, subdi- 

visions 3, 6, and 13; 296.02, subdivision 7; 296.22, subdivision 13; 297.35, subdivision 1;‘ 

297C.02, by adding a subdivision; 297C. 03, subdivision 1; 297C.04; 297C.05, subdivision 2; 
298.28, subdivision 1; 354.43, subdivision 3; 354A.12,. subdivision 2; 355.208; 355.287; 355.46, 
subdivision 3; 477A.011, subdivisions 10 and 14; 477A.012; 477A.013; and 609.101; Laws 
1985, chapter 289, section 5, subdivision 2; and section 7; Laws 1985, First Special Session 
chapter 12, article 1, section 36, subdivision 3; article 2, section 15, subdivision 2; article 3, 

section 28, subdivisions 9 and 10,"article 4, section II, subdivision 6; article 5, section 10, 

subdivisions 2 and 4; article 6, section 28, subdivisions 11, 16, 17, and 20, article 8, section 
60, subdivisions 1 and 4; section 62, subdivisions 2, 3, 4, 6, 8, 9, I2, 13, 14, 15, and 17; 
section 63, subdivisions 2 and 3; section 64, subdivision 2; article 9, section 3, subdivisions 2 
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and 3; article 11, section 21, subdivision 3; chapter 14, article 11, section 13; proposing 
coding for new law in Minnesota Statutes, chapters 41A; 135A; 256,- 270; 276; 297A; and 
29917; 458; repealing Minnesota Statutes 1984, sections 69. 031, subdivision 4; 121.495; 124A. 031, 
subdivision 2; 136.063; 270.72. subdivision 5; 275.125, subdivision 16: 290.06, subdivision 15; 
290.39, subdivision Ia; and 290A.04, subdivision 2f; Minnesota Statutes 1985 Supplement, 
sections 16/1.154; 124.245, subdivisions 2 and 5; 129B.38; 275.125, subdivision 11b; and 
290.06, subdivision Zfi Laws 1985. First Special Session chapter 14, article 21, sections 16 
and 17. 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA: 

ARTICLE 1 

INCOME TAX UPDATE 
Section 1. Minnesota Statutes 1985 Supplement, section 290.01, subdivi- 

sion 20, is amended to read: 

Subd. 20. GROSS INCOME. Except as otherwise provided in this chapter, 
the term “gross income,” as applied to corporations includes every kind of 
compensation for labor or personal services of every kind from any private or 
public employment, office, position or services; income derived from the owner- 
ship or use of property; gains or profits derived from every kind of disposition 
of, or every kind of dealing in, property; income derived from the transaction of 
any trade or business; and income derived from any source. 

The term “gross income” in its application to individuals, estates, and trusts 
shall mean the adjusted gross income as defined in the Internal Revenue Code of 
1954, as amended through the date specified herein for the applicable taxable 
year, with the modifications specified in this subdivision and in subdivisions 20a 
to 20f. For estates and trusts the adjusted gross income shall be their federal 
taxable income as defined in the Internal Revenue Code of 1954, as amended 
through the date specified herein for the applicable taxable year, with the modificat- 
ions specified in this subdivision and in subdivisions 20a to 20f. 

(i) The Internal Revenue Code of 1954, as amended through December 31, 
1980, and as amended by sections 302(b) and 501 to 509 of Public Law Number 
97~34, shall be in effect for taxable years beginning after December 31, 1980 
including the provisions of section 404 (relating to partial exclusions of divi- 
dends and interest received by individuals) of the Crude Oil Windfall Profit Tax 
Act of 1980, Public Law Number 96-223. The provisions of Public Law Num- 
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ber 96-471 (relating to installment sales) sections 122, 123, 126, 201, 202, 203, 
204, 211, 213,214, 251, 261, 264, 265, 311(g)(3), 313, 314(a)(1), 321(a), 501 to 
507, 811, and 812 of the Economic Recovery Tax Act of 1981, Public Law 
Number 97-34 and section 113 of Public Law Number 97-119 shall be effective 
at the same time that they become effective for federal income tax purposes. 

(ii) The Internal Revenue Code of 1954, as amended through December 31, 
1981, shall be in effect for taxable years beginning after December 31, 1981. 
The provisions of sections 205(a), 214 to 222, 231, 232, 236, 247, 251, 252, 253, 
265, 266, 285, 288, and 335 of the Tax Equity and Fiscal Responsibility Act of 
1982, Public Law Number 97-248, section 6(b)(2) and (3) of the Subchapter S 
Revision Act of 1982, Public Law Number 97-354, section 517 of Public Law 
Number 97-424, sections 101(c) and (d), 102(a), (aa), (f)(4), (g), (j), (1), 103(0), 
lO4(b)(3), 105, 305(d), 306(a)(9) of Public Law Number 97-448, and sections 
101 and 102 of Public Law Number 97-473 shall be effective at the same time 

. that they become effective for federal income tax purposes. The Payment-in- 
Kind Tax Treatment Act of 1983, Public Law Number 98-4, shall be effective at 
the same time that it becomes effective for federal income tax purposes. 

(iii) The Internal Revenue Code of 1954, as amended through January 15, 
1983, shall be in effect for taxable years beginning after December 31, 1982. 

(iv) The Internal Revenue Code of 1954, as amended through December 31, 
1983, shall be in effect for taxable years beginning after December 31, 1983. 
The provisions of sections 13, 17, 25(b), 31, 32, 41 to 43, 52, 55, 56, 71 to 74, 
77, 81, 82, 91, 92, 94, 101to 103,105 to108,11lto113,147(c),171, 172,174, 
175, l79(_a), 221, 223, 224, 421(b), 432, 481, 491, 512, 522 to 524, 554 to 557, 
561, 611(a), 621 to 623, 62.6 to 628, 711(c), 712(d), 713(b), (e), (g), and (h), 
721(a), (b), (d), (E), (i), (0), (D), (r), (t), and (W), 722(6), 1001, 1026, 1061 to 
1064, 1066, 1076, 1078, and 2638(b) of the Deficit Reduction Act of 1984, 
Public Law Number 98-369, and section 1 of Public Law Number 98-611 shall 
be effective at the same time that they become effective for federal income tax 
purposes. 

(V) The Internal Revenue Code of 1954, as amended through May 25, 1985, 
shall be in effect for taxable years beginning after December 31, 1984. I3 
provisions o_f sections 10:1, 102, _1_Q3, £1, E Q pf Public E Number 
99-121 shall Q effective at «'3 same Ling g1_a_t ‘th_ey become effective fog federal 
income Q purposes. 

(pi) Ipp Internal Revenue Code pf 1954, § amended through December 31, 
1985, shall pg i_n effect fog taxable years beginning after December Q, 1985. 

References to the Internal Revenue Code of 1954 in subdivisions 20a, 20b, 
20e, and 20f mean the code in effect for the purpose of defining gross income for 
the applicable taxable year. 

Sec. 2'. Minnesota Statutes 1985 Supplement, section 290.079, subdivision 
1, is amended to read: 

Changes or additions are indicated by underline, deletions by stri-leeeut.



1113 LAWS of MINNESOTA for 1986 Ch. 1, Art. 1 

FIRST SPECIAL SESSION 

Subdivision 1. AMOUNT CONSTITUTING INTEREST. For purposes of 
this chapter, in the case of any contract for the sale or exchange of property 
there shall be treated as interest that part of a payment to which section 483 of 
the Internal Revenue Code of 1954, as amended through December 31., +984 
_1_9§§, applies. The treatment of loans with below-market interest rates shall be 
the same as is provided in section 7872 of the Internal Revenue Code of 1954, 
as amended through December 31, -1-984 fl8_5'. 

Sec. 3. Minnesota Statutes 1985 Supplement, section 290.09, subdivision 7, 
is amended to read: 

Subd. 7. DEPRECIATION. (A) CUMULATIVE DEPRECIATION. (a) 
There shall be allowed as a depreciation deduction a reasonable allowance for 
the exhaustion, wear and tear (including a reasonable allowance for obsoles- 
cence): 

(1) of property used in the trade or business, or 

(2) of property held for the production of income. 

In the case of recovery property as provided in clause (c), the deduction 
allowable under clause (c) shall be deemed to constitute the reasonable allow- 
ance provided by this subdivision, except for the provisions of Part (B) relating 
to first year depreciation and except with respect to that portion of the basis of 
the property to which section 167(k) of the Internal Revenue Code of 1954, as 
amended through December 31, -1-984 1_9_8_5, applies. 

(b) The term “reasonable allowance” as used in clause (a) shall include (but 
shall not be limited to) an allowance computed in accordance with regulations 
prescribed by the commissioner, under any of the following methods: 

(1) the straight line method. 

(2) the declining balance method, using a rate not exceeding twice the rate 
which would have been used had the annual allowance been computed under the 
method described in paragraph (1). 

(3) the sum of the years-digits method,and 

(4) any other consistent method productive of an annual allowance, which, 
when added to all allowances for the period commencing with the taxpayer’s use 
of the property and including the taxable year, does not, during the first two- 
thirds of the useful life of the property, exceed the total of such allowances 
which would have been used had such allowances been computed under the 
method described in (2). Nothing in this clause shall be construed to limit or 
reduce an allowance otherwise allowable under clause (a). 

(c) For purposes of this subdivision “reasonable allowance” shall be the 
accelerated cost recovery system provisions of section 168 of the Internal Reve- 

Changes or additions are indicated by underline, deletions by st-r-ikeeat.



Ch. 1, Art. 1 LAWS of MINNESOTA for 1986 1114 
FIRST SPECIAL SESSION 

nue Code of 1954, as amended through December 31, +984 1_9_8_§, except as 
provided in this subdivision. In the case of recovery property within the mean- 
ing of section 168 of the Internal Revenue Code of 1954, as amended through 
December 31, +984 1985, the term “reasonable allowance” as used in clause (a) 
shall mean 85 percent of the deduction allowed pursuant to section 168 of the 
Internal Revenue Code of 1954 for property placed in service after December 
31, 1980 and for taxable years beginning before January 1, 1982.

~ 
For taxable years beginning after December 31, 1981 the term reasonable 

allowance as used in clause (a) shall mean the following percent of the deduction 
allowed pursuant to section 168 of the Internal Revenue Code of 1954, as 
amended through December 31, +984 l_9§_5_: 

(1) For 3, 5 and 10 year property and for 15 year public utility property the 
allowable percentage is 83 percent and 80 percent for taxable years beginning 
after December 31, 1982. 

(2) For 15 or, 18; g 12 year real property the allowable percentage is 60 
percent. 

For property placed in service after December 31, 1980 the term “reason- 
able allowance” as used in clause (a) shall mean‘ 100 percent of the deduction 
allowed pursuant to section 168 of the Internal Revenue Code of 1954 where the 
taxpayer uses for federal income tax purposes the straight line method provided 
in section l68(b)(3), (f)(l2), or (j)(l) or a method provided in section 168(c)(2) 
of the Internal Revenue Code of 1954, as amended through December 31, +984 
_1g8_5. For property placed in service after December 31, 1980 and for which the 
full amount of the deduction allowed under section 168 of the Internal Revenue 
Code of 1954, as amended through December 31, -1-984 1% has been allowed, 
the remaining depreciable basis in those assets for Minnesota purposes shall be 
a depreciation allowance computed by using the straight line method over the 
following number of years: 

(1) 3 year property - 1 year. 

(2) 5 year property - 2 years. 

(3) 10 year property - 5 years. 

(4) All 15 and; 18; and _l__9_ year property - 7 years. 

When an asset is exchanged for another asset including an involuntary 
conversion and under the provision of the Internal Revenue Code gain is not 
recognized in whole or in part on the exchange of the first asset, the basis of the 
second asset shall be the same as its federal basis provided that the difference in 
basis due to the limitations provided in this clause can be written off as provid- 
ed in the preceding sentence. 

After the full amount of the allowable deduction for that property under the 
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1115 LAWS of MINNESOTA for 1986 Ch. 1, Art. 1 

FIRST SPECIAL SESSION 

provision of section 168 of the Internal Revenue Code of 1954, as amended 
through December 31, -1-984 1&5, has been obtained, the remaining depreciable 
basis in those assets for Minnesota purposes that shall be allowed as a deprecia- 
tion allowance as provided above shall include the amount of any basis reduc- 
tion made for federal purposes under section 48(q) of the Internal Revenue 
Code, as amended through December 31, -1-984 1_2§_5, to reflect the investment 
tax credit. No amount shall be allowed as a deduction under section 196 of the 
Internal Revenue Code of 1954, as amended through December 31, -1-984 185. 

The provisions of section 168(i)(4) of the Internal Revenue Code of 1954, as 
amended through December 31, -1984 _1_9§5_ shall apply to restrict research credit 
carrybacks and net operating loss carrybacks which are allocable to elected 
qualified leased property, notwithstanding section 290.068, subdivision 3, or 
290.095, subdivision 3. 

The provisions of section 28OF of the Internal Revenue Code of 1954, as 
amended through May 26 December 3;, 1985, shall apply to limit the deprecia- 
tion deductions, (including the first year depreciation deduction provided in 
paragraph (B)), for luxury automobiles and other property as provided in that 
section, and provided that if that section applies, the taxpayer shall be allowed 
to deduct the same amount of depreciation as was deducted for federal income 
tax purposes. 

(d) Paragraphs (2), (3), and (4) of clause (b) shall apply only in the case of 
property (other than intangible property) described in clause (a) with a useful 
life of three years or more. _ 

~
. 

(1) the construction, reconstruction, or erection of which is completed after 
December 31, 1958, and then only to that portion of the basis which is properly 
attributable to such construction, reconstruction, or erection after December 31, 
1958, or 

(2) acquired after December 31, 1958, if the original use of such property 
commenced with the taxpayer and commences after such date. ' 

(e) Where, under rules prescribed by the commissioner, the taxpayer and the 
commissioner have, after June 30, 1959, entered into an agreement in writing 
specifically dealing with the useful life and rate of depreciation of any property, 
the rate so agreed upon shall be binding on both the taxpayer and the commis- 
sioner in the absence of facts or circumstances not taken into consideration in 
the adoption of such agreement. The responsibility of establishing the existence 
of such facts and circumstances shall rest with the party initiating the modificat- 
ion. Any change in the agreed rate and useful life specified in the agreement 
shall not be effective for taxable years before the taxable year in which notice in 
writing by certified mail is served by the party to the agreement initiating such 
change-. This clause shall not apply with respect to recovery property as defined 
in clause (c). 
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(f) In the absence of an agreement under clause (e) containing a provision to 
the contrary, a taxpayer may at any time elect in accordance with rules pre- 
scribed by the commissioner to change from the method of depreciation pre- 
scribed in clause (b)(2) to the method described in clause (b)(1). 

(g) The basis on which exhaustion, wear and tear, and obsolescence are to 
be allowed in respect of any property shall be the adjusted basis provided in this 
chapter for the purpose of determining the gain on the sale or other disposition 
of such property. 

(B) FIRST YEAR DEPRECIATION. The term “reasonable allowance” as 
used in this subdivision may, at the election of the taxpayer, include an amount 
as provided under section 179 of the Internal‘Revenue Code of 1954, as amended 
through December 31, -1-984 19;. - 

Sec. 4. Minnesota Statutes 1985 Supplement, section 290.091, subdivision 
2, is amended to read: 

Subd. 2. DEFINITIONS. For purposes of the tax imposed by this section, 
the following terms have the meanings given: 

(a) “Alternative minimum taxable income” means the sum of the following 
for the taxable year: 

(1) the taxpayer’s federal adjusted gross income as defined in the Internal 
Revenue Code; 

(2) _the taxpayer’s federal tax preference items; less the sum of 

(i) interest income as defined in section 290.01, subdivision 20b, clause (1); 
and 

(ii) the amount of interest paid or accrued within the taxable year on 
indebtedness to the extent that the amount does not exceed qualified net invest- 
ment income, as defined in section 55(e)(5) of the Internal Revenue Code. 
Interest does not include amounts deducted in computing federal adjusted gross 
income or amounts that are not allowable under section 55(e)(8) of the Internal 
Revenue Code. 

In the case of an estate or trust, adjusted gross income must be modified as 
provided in section 55(e)(6)(B) of the Internal Revenue Code. 

(b) “Federal tax preference items” means items as defined in sections 57, 58, 
and 443(d) of the Internal Revenue Code, modified as follows: 

(1) The capital gain preference item shall be reduced where the gain would 
be modified because some or all of the assets have a higher basis for Minnesota 
purposes than for federal purposes. 
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(2) In the case of a nonresident individual, or an estate or trust, with a net 
operating loss that is a larger amount for Minnesota than for federal, the capital 
gain preference item shall be reduced to the extent it was reduced in the allow- 
ance of the net operating loss. 

(3) Federal preference items from the business of mining or producing iron
‘ 

ore and other ores which are subject to the occupation tax and exempt from 
taxation under section 290.05, subdivision 1, shall not be a preference item for 
Minnesota. 

(4) Other federal preference items to the extent not allowed in the computa- 
tion of Minnesota gross income, as determined by the commissioner, are not 
preference items for Minnesota. 

(c) ‘_‘Internal Revenue Code” means the Internal Revenue Code of 1954, as 
amended through December 31, +984 1985. ‘ 

(d) “Regular tax” means the tax that would be imposed under this chapter 
(without regard to this section), reduced by the sum of the nonrefundable credits 
allowed finder this chapter. - 

Sec. 5. Minnesota Statutes 1985 Supplement, section 290.132, subdivision 
1, is amended to read: 

Subdivision 1. TAXABILITY OF CORPORATION ON DISTRIBUTION. 
No gain or loss shall be recognized to a corporation on the distribution, with 
respect to its stock as provided in section 311 of the Internal Revenue Code of 
1954, as amended through December 31, -1-984 194:5. 

The effect on earnings and profits shall be determined according to the 
provisions of section 312 of the Internal Revenue Code of 1954, as amended 
through December 31, -1-984 Iii However, when determining earnings and 
profits in section 3l2(f) and (g), the date December 31, 1932 shall be substituted 
for February 28, 1913, and January 1, 1933 shall be substituted for March 1, 
1913. 

See. 6. Minnesota Statutes 1985 Supplement, section 290.16, subdivision 7, 
is amended to read: 

Subd. 7. BONDS, OTHER EVIDENCES OF INDEBTEDNESS. For the 
purpose of this section, the treatment of bonds and other debt instruments shall 
be governed by the provisions of sections 1271 to 1288 'of the Internal Revenue 
Code of 1954, as amended through December 31, -1-984 1%. 

Sec. 7. Minnesota Statutes 1985 Supplement, section 290.16, subdivision 
15, is amended to read: 

Subd. 15. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE 
PROPERTY. For purposes of this subdivision “depreciable property” shall mean 
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“Section 1245 property” or “Section -1245 recovery property” as those phrases 
are defined in section 1245(a) (3) or (5) of the Internal Revenue Code of 1954, 
as amended t11‘rough December 31, -1-984 1985. 

In determining net income of any corporate taxpayer, the gain realized from 
the disposition of “depreciable property” shall be treated in the same manner as 
is provided by section 1245 of the Internal Revenue Code of 1954, as amended 
through December 31, -1-984 _1_923_5 and regulations adopted pursuant thereto 
except that the determination shall be made using the basis computed under this 
chapter. 

Sec. 8. Minnesota Statutes 1985 Supplement, section 29OA.03, subdivision 
3, is amended to read:

' 

Subd. 3, INCOME. (1) “Income” means the sum of the following: 

(a) federal adjusted gross income as defined in the Internal Revenue Code of 
1954 as amended through May -26 December 31, 1985; and 

(b) the sum of the following amounts to the ‘extent not included ‘in clause 
(a): 

(i) additions to federal adjusted gross income as provided in section 290.01, 
subdivision 20a, clauses (1), (2), (3), and (4); 

(ii) all nontaxable income; 

(iii) recognized net long-term Capital gains; 

(iv) dividends excluded from federal adjusted gross income under section 
116 of the Internal Revenue Code of 1954; 

(v) cash public assistance and relief; 

(vi) any pension or annuity- (including railroad retirement benefits, all pay- 
ments received under the federal Social Security Act, supplemental security 
income, and veterans benefits), which was not exclusively funded by the claim- 
ant or spouse, or which was funded exclusively by the claimant or spouse and 
which funding payments were excluded from federal adjusted gross income in 
the years when the payments were made; 

(vii) nontaxable interest received from the state orifederal government or 
any instrumentality or political subdivision thereof; 

(viii) workers’ compensation; 

(ix) unemployment benefits; 

(x) nontaxable strike benefits; 
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(xi) the gross amounts of payments 1'eceived in the nature of disability 
income or sick pay as a result of accident, sickness, or other disability, whether 
funded through insurance or otherwise: 

(xii) the ordinary income portion of a lump sum distribution under section 
402(e) of the Internal Revenue Code of 1954; and 

(xiii) contributions made by the claimant to an _individual retirement account, 
including a qualified voluntary employee contribution; simplified employee pen- 
sion plan; self-employed retirement plan; cash or deferred arrangement plan 
under section 401(k) of the Internal Revenue Code of 1954; or deferred compen- 
sation plan under section 457 of the Internal Revenue Code of 1954. 

In the case of an individual who files an income tax return on a fiscal year 
basis, the term “federal adjusted gross income” shall mean federal adjusted gross 
income reflected in the fiscal year ending in the calendar year. Federal adjusted 
gross income shall not be reduced by the amount of a net operating loss carry- 
back. 

(2) “Income” does not include 

(a) amounts excluded pursuant to the Internal Revenue Code, sections 10l(a), 
102,117, and 121: 

(b) amounts of any pension or annuity which was exclusively funded by the 
claimant or spouse and which funding payments were not excluded from federal 
adjusted gross income in the years when the payments were made; 

(c) surplus food or other relief in kind supplied by a governmental agency; 

(d) relief granted under this chapter; 

(e) child support payments received under a temporary or final decree of 
dissolution or legal separation; or 

(f) the first $2,000 of household income if the claimant was disabled on or 
before June 1 or» attained the age of 65 prior to June 1 of the year following the 
year for which the taxes were levied or in which the rent was paid. 

Sec. 9. INSTRUCTIONS TO REVISOR. 
_I_n the _1193(_t edition o_f Minnesota Statutes, th_e revisor 9_i_' statutes shall 

substitute E phrase “Internal Revenue Code 9_f 1954, as amended through 
December 11, 1985” E gig words “Internal Revenue Code _c_>_f 1954, a_s amended 
through December _3_1_, 1984” or ‘‘Internal Revenue Code gf 1954, a_s amended 
through May 2;, 1985” wherever gig phrase occurs in chapter _2__9_0, except 
sections 290.01, subdivision & a_ng1 290.068. 

Sec. 10. EFFECTIVE DATE. 
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Section _1_ i§ effective £<_)_r taxable years beginnipg after December _3_1, 198; 
excep_t 2_t§ otherwise provided i_n clause (1) pf thgt section. Sections 2 19 1 age 
effective Q th_e same time as t_h_e federal changes gp effective i_n 1985, a_s provid- 
e_d i_n Public E Number 99-121. Section § is effective fo_r claims based 0_n g_e_pt 
paid ip 1985 ,e1r1_<i thereafter g property taxes payable i_n 1986 arfl thereafter. 
Section 2 i_s effective fpr taxable years beginning after December _3_l, 1985. 

ARTICLE 2 

INCOME TAX ADMINISTRATIVE 

Section 1. Minnesota Statutes 1985 Supplement, section 290.12, subdivi- 
sion 2, is amended to read: .5 

Subd. 2. ADJUSTMENTS. In computing the amount of gain or loss under 
subdivision 1 

eretherfiempreperhxehergeableteeapitalaeeeumbythetmepayerdurmghis 
ewnership thereef _t_h_e b_a_s_i§ _o_t_' fl1_e property i§ i_t§ adjusted bLi§ fpr federal 
income E13 purposes, except § otherwise provided i_n fl1_i_s chapter. Q addition 
t_o_ other adiustments provided i_n t_hi_s_ chapter, fie adiusted basis o_f property £9; 
federal income E purposes shall pp increased py gig amount o_f accelerated pry 
recovery system depreciation which wzg allowed @ federal income gag; purposes 
pig pp; allowed Q‘ Minnesota income pg purposes under sections 290.0L 
subdivision &” g 290.094 subdivision 1, paragraph (A)(p). The basis shall be 
diminished bytheameunteftheéeéuefiefisfereaehwsfiemwearandteafi 
ebseleseenee; anaert-i-zat-ierr; eleplet-ien; and the allowance for amortization of 
bond premium if an election to amortize was made in accordance with section 
290.09, subdivision 13,‘ which could, during the period of his ownership thereof, 
have been deducted by the taxpayer under this chapter in respect of such proper- 
ty. In addition, if the property was acquired before January 1, 1933, the basis, 
if other than the fair market value as of such date, shall be diminished by the 
amount of exhaustion, wear and tear, obsolescence, amortization, or depletion 
actually sustained before such date. In respect of any period since December 31, 
1932, during which property was held by a person or an organization not subject 
to income taxation under this chapter, preper adjustment shall be made fer 
eaehaustien; wear and tear; ebseleseeneee, emerti-zat-ien; and dep-let-ien ef such 
prepefi-ytet-heeaetentsust-aineele Fertlaepurpeseeféetermia-ingt-heameun-tef 
thweadjustmenwthemamayerwheseflserethenfisedispmesefprepertywquked 
bygiftshaflbetrmtedastheewnerthereeffremthetimeitwasaequiredbythe 
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eretherwisedispesesefpmpertyaeqmfidbygiftthwughanintervhestrmsfer 
intrustshallbetreatedastheewnerfremthetimeitwasaequireébythe 
greater: 

H9£ertaaeesereHaereafi=yingehargesdeseribeéinseetien%90r}9;el&use 
€1+)~,er 

e9£emepeaeimmsaesepibeeinseeaeaa9e799§subaw;ssea+6eseia+ragse 

indaerminingtmmbleineenwferthemnabhyearerpfieryeafithebasisgfthg 
property is gs adjusted basis £9; federal income 93; p_urposes, except. § other— ' 

wise provided in t_l_1§ chapter. 

Sec. 2. Minnesota Statutes 1985 Supplement, section 290.17, subdivision 2, 
is amended to read: 

Subd. 2. OTHER TAXPAYERS. In the case of an individual who is not a 
full year resident, this subdivision applies to determine what income is assigna- 
ble to Minnesota for purposes of determining the numerator of the fraction used 
in section 290.06, subdivision 2c. In the case of taxpayers not subject to the 
provisions of subdivision 1, items of gross income shall be assigned to this state 
or other states or countries in accordance with the following principles: 

(1)(a) The entire income of all resident or domestic taxpayers from compen- 
sation for labor or personal services, or from a business consisting principally of 
the performance of personal or professional services, shall be assigned to this 
state, and the income of nonresident taxpayers from such sources shall be assigned 
to this state if, and to the extent that, the labor or services are performed within 
it; all other income from such sources shall be treated as income from sources 
without this state. 

(b) In the case of an individual who is a nonresident of Minnesota and who 
is an athlete or entertainer, income from compensation for labor or personal 
services performed within this state shall be determined in the following man- 
ner. 

(i) The amount of income to be assigned to Minnesota for an individual 
who is a nonresident salaried athletic team employee shall be determined by 
using a fraction in which the denominator contains the total number of days in 
which the individual is under a duty to perform for the employer, and the 
numerator is the total number of those days spent in Minnesota. In order to 
eliminate the need to file state or provincial income tax returns in several states 
or provinces, Minnesota will exclude from income any income assigned to Min- 
nesota under the provisions of this clause for a nonresident athlete who is 
employed by an athletic team whose operations are not based in this state Ed 
for a_ nonresident salaried entertainer w@ is employed bl Q entertainment 
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organization whose operations a_1gc_ pot based i_n Q1_i_s_ gag if the state or province 
in which the athletic team g entertainment organization is based provides a 
similar income exclusion. If the state or province in which the athletic team’s _o_r 
13: entertainment organization’s operations are based does not have an income 
tax on an individual’s personal service income, it will be deemed that that state 
or province has a similar income exclusion. As used in the preceding sentence, 
the term “province” means a province of Canada. 

(ii) The amount of income to be assigned to Minnesota for an individual 
who is a nonresident, and who is an athlete _o_r_ entertainer not listed in clause (i), 
or who is an entertaineie for that person’s athletic or entertainment performance 
in Minnesota shall be determined by assigning to this state all income from 
performances or athletic contests in this state. 

(2) Income from the operation of a farm shall be assigned to this state if the 
farm’is located within this state and to other states only if the farm is not 
located in this state. Income from winnings on Minnesota pari-mutuel betting 
tickets shall be assigned to this state. Income and gains received from tangible 
property not employed in the business of the recipient of such income or gains, 
and from tangible property employed in the business of such recipient if such 
business consists principally of the holding of such property and the collection of 
the income and gains therefrom, shall be assigned to this state if such property 
has a situs within it, and to other states only if it has no situs in this state. 
Income or gains from intangible personal property not employed in the business 
-of the recipientof such income or gains, and from intangible personal property 
employed in the business of such recipient if such business consists principally 

_ 
of the holding of such property and the collection of the income and gains 
therefrom, wherever held, whether in trust, or otherwise, shall be assigned to this 
state if the recipient thereof is domiciled within this state or is a resident trust or 
estate. 

(3) Income derived from carrying on a trade or business, including in the 
case of a business owned by natural persons the income imputable to the owner 
for his services and the use of his property therein, shall be assigned to this state 
if the trade or business is conducted wholly within this state, and to other states 
if conducted wholly without this state. This provision shall not apply to busi- 
ness income subject to the provisions of clause (1). 

(4) When a trade or business is carried on partly within and partly without 
this state, the entire income derived from such trade or business, including 
income from intangible property employed in such business and including, in 
'the case of a business owned by natural persons, the income imputable to the 
owner for his services and the use of his property therein, shall be governed, 
except as otheiwise provided in sections 290.35 and 290.36, by the provisions of 
section 290.19, notwithstanding any provisions of this subdivision to the con- 
trary. This shall not apply to business income subject to the provisions of clause 
(1), nor shall it apply to income from the operation of a farm which is subject to 
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the provisions of clause (2). For the purposes of this clause, a trade or business 
located in Minnesota is carried on partly within and partly without this state if 
tangible personal property is sold by such trade or business and delivered or 
shipped to a purchaser located outside the state of Minnesota. 

If the trade or business carried on wholly or partly in Minnesota is part of 
a unitary business, the entire income of that unitary business shall be subject to 
apportionment under section 290.19 except for business income subject to the 
provisions of clause (1) and farm income subject to the provisions of clause (2). 
The term “unitary business” shall mean business activities or operations which 
are of mutual benefit, dependent upon, or contributory to -one another, individu- 
ally or as a group. Unity shall be presumed whenever there is unity of owner- 
ship, operation, and use, evidenced by centralized management or executive 
force, centralized purchasing, advertising, accounting, or other controlled inter- 
action but the absence of these centralized activities will not necessarily evi- 
dence a nonunitary business. Unity of ownership will not be deemed to exist 
when a corporation is involved unless that corporation is a member of a group 
of two or more corporations more than 50 percent of the voting stock of each 
member of the group is directly or indirectly owned by a common owner or by 
common owners, either corporate or noncorporate, or by one or moreof the 
member corporations of the group. 

The entire income of a unitary business shall be subject to apportionment as 
provided in section 290.19. None of the income of a unitary business shall be 
considered as derived from any particular source and none shall be allocated to 
any particular place except as provided by the applicable apportionment formu- 
la. 

In determining whether or not intangible property is employed in a unitary 
business carried on partly within and partly without this state so that income 
derived therefrom is subject to apportionment under section 290.19 the follow- 
ing rules and guidelines shall apply. 

(a) Intangible property is employed in a business if the business entity 
owning intangible property holds it as a means of furthering the business opera- 
tion of which a part is located within the territorial confines of this state. 

(b) Where a business operation conducted in Minnesota, is owned by a 
business entity which carries on business activity outside of the state different in 
kind from that conducted within this state, and such other business is conducted 
entirely outside the state, it will be presumed that the two business operations 
are unitary in nature, interrelated, connected and interdependent unless it can 
be shown to the contrary. 

(5) For purposes of this section, amounts received by a nonresident from 
the United States, its agencies or instrumentalities, the Federal Reserve Bank, 
the state of Minnesota or any of its political or governmental subdivisions, or a 
Minnesota volunteer fireman’s relief association, by way of payment as a pen- 
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sion, public employee retirement benefit, or any combination thereof, or as a 
retirement or survi-vor’s benefit made from a plan qualifying under section 401, 
403, 404, 408, or 409 of the Internal Revenue Code of 1954, as amended 
through December 31, 1984, are not considered income derived from carrying 
on a trade or business or from performing personal or professional services in 
Minnesota, and are not taxable under this chapter. 

(6) All other items of gross income shall be assigned to the taxpayer’s 
domicile. 

Sec. 3. Minnesota Statutes 1985 Supplement, section 290.21, subdivision 4, 
is amended to read: 

Subd. 4. (a) 85 percent of dividends received by a corporation during the 
taxable year from another corporation, when the corporate stock with respect to 
which dividends are paid does not constitute the stock in trade of the taxpayer 
or would not be included in the inventory of the taxpayer, or does not constitute 
property held by the taxpayer primarily for sale to customers in the ordinary 
course of his trade or business, or when the trade or business of the taxpayer 
does not consist principally of the holding of the stocks and the collection of the 
income and gains therefrom. The remaining 15 percent shall be allowed if the 
recipient owns 80 percent or more of all the voting stock of the other corpora- 
tion a_nd th_e dividends were pgjg from income arisipg gt bf business done i_n @ by meg corporation paying tbp dividends. if ’th_e dividends yv_er§ db; 
clared fig income arising o_u’t pf business done within gig without @ state, 
thi g proportion 53‘ fie remainder shall E allowed g a deduction. 111$ 
proportion mpg E Q3’; which fie amount o_f 31;; taxable pe_t income Q” g1_e 
corporation paying 'ch_e dividends assignable g allocable t_o_ ’_t_hi_s state bears tg ’th_e 
entire n_et income _o_f §h_e corporation. IE amounts must bg determined by t_h_e 
returns under tfi chapter o_f th_e corporation paying ’th_e dividends @ t_11e_ bag 
a_tge_ E preceyg their distribution. 1 burden i_s Q fie taxpayer t_o _s_l£)yv_ 
th_at gig amount bf remainder claimed Q a deduction bag been received from 
income arising by_t o_f business c_1o_n§ _i_n @ s‘Lte_. 

(b) If the trade or business of the taxpayer consists principally of the holding 
of the stocks and the collection of the income and gains therefrom, dividends 
received by a corporation during the taxable year from another corporation, if 
the recipient owns 80 percent or more of all the voting stock of the other 
corporation, income arising o_n’: 9_f business (l_op§ i_p Q sfl by th_e 
corporation paying gt; dividends. lf th_e dividends were declared from income 
arising gfl o_f business done within an_d without t_l_1_i_s_ statg t_l1ep a_ proportion bf 
tbe dividends shall E allowed g g deduction. Llm proportion must bye LIE 
which th_e amount pf tbb taxable n_e’t income bf t_h_e corporation paying fig 
dividends assignable by allocable t_o tbip s.‘c_atg 19 mg entire pg income o_f 
th_e corporation. I_h_e amounts m_11st bb determined by E returns underQ 
chapter 9_f tfi corporation paying mg dividends fg gig taxable Ea_r preceding 
their distribution. flfi burden i_s o_n _t_l_1p taxpayer t9_ fihfl E tfi amount o_f 
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dividends claimed Q a deduction has been received from income arising out o_f 
business done in this state. 

(c) The dividend deduction provided in this subdivision shall be allowed 
only with respect to dividends that are included in a corporation’s Minnesota 
taxable net income for the taxable year. 

The dividend deduction provided in this subdivision does not apply to a 
dividend from a corporation which, for the taxable year of the corporation in 
which the distribution is made or for the next preceding taxable year of the 
corporation, is a corporation exempt from tax under section 501 of the Internal 
Revenue Code of 1954, as amended through December 31, 1984. 

The dividend deduction provided in this subdivision applies to the amount 
of regulated investment company dividends only to the extent determined under 
section 854(b) of the Internal Revenue Code of 1954, as amended through 
December 31, 1984. 

The dividend deduction provided in this subdivision shall not be allowed 
with respect to any dividend for which a deduction is not allowed under the 
provisions of section 246(c) of the Internal Revenue Code of 1954, as amended 
through December 31, 1984. 

(d) If dividends received by a corporation that does not have nexus with 
Minnesota under the provisions of Public Law Number 86-272 are included as 
income on the return of an afliliated corporation permitted or required to file a 
combined report under section 290.34, subdivision 2, then for purposes of this 
subdivision the determination as to whether the trade or business of the corpo- 
ration consists principally of the holding of stocks and the collection of income 
and gains therefrom shall be made with reference to the trade or business of the 
affiliated corporation having a nexus with Minnesota. 

(e) Dividends received by a corporation from another corporation which is 
organized under the laws of a foreign country or a political subdivision of a 
foreign country, if the dividends are paid from income arising from sources 
without the United States, the commonwealth of Puerto Rico, and the posses- 
sions of the United States. The deduction provided by this clause does not 
apply if the corporate stock with respect to which dividends are paid constitutes 
the stock in trade of the taxpayer, or would be included in the inventory of the 
taxpayer, or constitutes property held by the taxpayer primarily for sale to 
customers in the ordinary course of the taxpayer’s trade or business, or if the 
trade or business of the taxpayer consists principally of the holding of stocks and 
the collection of the income or gains therefrom. No dividend may be deducted 
under this clause if it is deducted under clause (a). 

See. 4. Minnesota Statutes 1984, section 290.36, is amended to read: 
290.36 INVESTMENT COMPANIES; REPORT OF NET INCOME; COM- 

PUTATION OF AMOUNT OF INCOME ALLOCABLE TO STATE. 
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The taxable net income of investment companies shall be computed and be 
exel-usivel-y as follows: 

Each investment company transacting business as such in this state shall 
report to the commissioner the net income returned by the company for the 
taxable year to the United States under the provisions of the Internal Revenue 
Code of 1954, as amended through December 31, 1983, less the credits provided 
therein and subiect t_o E adjustments required by tlfi chapter. The commis- 
sioner shall compute therefrom the taxable net income of the investment compa- 
ny by assigning to this state that proportion of such net income, less such credits 
which the aggregate of the gross payments collected by the company during the 
taxable year from old and new business upon investment contracts issued by the 
company and held by residents of this state, bears to the total amount of the 

~ gross payments collected during such year by the company from such business 
upon investment contracts issued by the company and held by persons residing 
within the state and elsewhere. 

As used in this section, the term “investment company” means any person, 
co—partnership, association, or corporation, whether local or foreign, coming 
within the purview of section 54.26, and who or which is registered under the 
Investment Company Act of 1940 (15 U.S.C. 80a_—1 and following), and who or 
which solicits or receives payments to be made to himself or itself and which 
issues therefor, or has issued therefor and has or shall have outstanding so-called 
bonds, shares, coupons, certificates of membership, or other evidences of obliga- 
tion or agreement or pretended agreement to return to the holders or owners 
thereof money or anything of value ‘at some future date; and as to whom the 
gross payments received during the taxable year in question upon outstanding 
investment contracts, plus interest and dividends earned on investment con- 
tracts determined by prorating the total dividends and interest for the taxable 
year in question in the same proportion that certificate reserves as defined by the 
Investment Company Act of 1940 is to total assets, shall be at least 50 percent of 
the company’s gross payments upon investment contracts plus gross income 
from all other sources except dividends from subsidiaries for the taxable year in 
question. The term “investment contract” shall mean any such so-called bonds, 
shares, coupons, certificates of membership, or other evidences of obligation or 
agreement or pretended agreement issued by an investment company. 

Sec. 5. Minnesota Statutes 1984, section 290.56, subdivision 3, is amended 
to read:

A 

Subd. 3. FAILURE TO REPORT CHANGE OR CORRECTION OF FED- 
ERAL RETURN. If a taxpayer shall fail to report a change or correction or 
renegotiation by the Commissioner of Internal Revenue or other officer of the 
United States or other competent authority or shall fail to file a copy of an 
amended return within 90 days as required by subdivision 2, the commissioner 
may, within six years thereafter, recompute the tax, including a refundment 
thereof, based upon such information as may be available to him, notwithstand- 
ing any period of limitations to the contrary. 
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If a taxpayer reports % change, correction, pg renegotiation, Q _I_i_1§§ Qp 
amended return after me 90-day period required py subdivision 2 gap expired, 
LIE gimp limit _flo_r flip commissioner t_g recompute a_r1c_l reassess th_e ta_x g_u_e under 
pip chapter, including making Q refund, i_s_ mg time limit provided ip subdivi- E 5 determined 113 _c_i_a_t_§ t_h_§ report 9; amended return gas gig _vgi_t__l; jc_h_e 
commissioner. 

Sec. 6. EFFECTIVE DATE. 
Section 1 is effective fig; taxable years beginning after December _3_l4 1980. 

Section Q is effective fpig taxable years beginning after June §Q_, 1985. Section_s _2_ 
apd 4_1 gr_e effective §o_r_ taxable years beginning after December 114 1985. Section 
§ _i_§ effective fpg reports 95 returns filed after 33 gay 9_f gi_a_l enactment. 

ARTICLE 3 

INCOME TAX TECHNICAL 
Section _1. Minnesota Statutes 1985 Supplement, section 270.77, is amended 

to read: 

270.77 SUBSTANTIAL UNDERSTATEMENT OF LIABILITY. 
éa-) The commissioner of revenue shall impose a penalty for substantial 

understatement oi‘ of any tax payable to the commissioner. «Except as 

tien666+eftheIntemalRevenueGeéeef+9§4qasamenéedthfeughDeeember 
-3-1-; -1-9-84: 

(b)5Pheprevisiense£seetien666+(b)B)efthe}ntemalRevenue€edeef 
4—9§47as&n=iendedthreughBeeember-34—,4984elea=ieta-pply: 

€d9AsubstantialufiéefstatementefHabiHtyferataxnetimpesedbyehap- 
ter%99is&nunderstatemeatthatexeeeéstenpereentefthemxrequiredtebe 
she=w1=ieiit~l=ierett+i=ne1=$§;00(9;=whielie~=erisgreater—. There_r@_t_l_)paddedtp 
t_h_e t.ai_x pp amount egual 19 jt_e_n_ percent o_f tlip amount pf _a_ig underpayment 
attributable t_o tli_e understatement. There i_s p substantial understatement pf_'t21_x 
f9_r _t_hp period i_f the amount gg‘ t_l_i_e understatement fpi; pig period exceeds tip 
greater p_f_: Q) te_n percent o_f mg E reguired 19 l_3_§ shown Q Qt; return Q 
pl_i§ period; g Qxg) $10,000 Q _tl1_e Le o_f 2_1 corporation other thpp ap § 
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